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EDITORIAL DEPARTMENT NOTE 


Cyclical price trends have always provided a problem for the ac- 
countant. His measuring <tick tends to expand and contract with 
changes in the purchasing power of money. This problem is most 
serious in connection with inventories since it results in the use of 
dollars of different purchasing power for the sales and cost of sales 
figures in the income statement. The large inventory losses which 
came with the depression of 1929 focussed attention on this problem 
and led to the adestion, by many companies of the last-in, first-out 
and the reserve methods of eliminating price or market profits. The 
acceptance of the last-in, first-out method for tax purposes gave 
further impetus to the adoption of this method. We have arrived 
again at a period of high prices and high inventories. It seems ap- 
propriate to again review the problem, appraise the methods devel- 
oped during the last depression, and see what alternatives are avail-, 
able. This is the purpose of the article in this issue of the Bulletin. 
The author desires to express his indebtedness to Professor Charles F. 
Schlatter, whose article in the Accounting Review for April 1942 
inspired the present article. 

The author of this article is Silvio A. Tesoriere, a Certified Public 
Accountant of New York State now employed as Senior Accountant 
with the firm of R. G. Rankin & Co, of New York City. Mr. 
Tesoriere received his B.B.A. degree from St. John’s University in 
1937 and his M.B.A. from New York University in 1943. Since 1937, 
he has been employed in public accounting with the firms of George 
D. Fish & Co.; Peat, Marwick, Mitchell & Co.; and his present firm, 
R. G. Rankin & Co., all of New York City. 





Articles published in the Bulletin present many different viewpoints. 
In publishing them the Association is not sponsoring the view ex- 
ressed, but is endeavoring to provide for its members material which 
will be helpful and stimulating. Constructive comments are wel- 
comed and will be published in the Forum Section of the Bulletin. 
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ACCOUNTING FOR MARKET PROFITS AND 
MANAGEMENT PROFITS 


By Silvio A. Tesoriere, Senior Accountant, 
R. G. Rankin & Co., New York, N. Y. 


— industrial structure is now geared completely to 

the wartime economy required by World II. Practically all 
manufacturing plants, regardless of size, are operating at ca- 
pacity. Production reaches new highs monthly. Material short- 
. ages notwithstanding, inventories are being maintained at levels 
: far in excess of a normal peacetime economy. The market 
price of almost every commodity has risen steadily and sub- 
stantially. Accordingly, net income as currently reported, based 
on inventories valued at cost, or cost or market whichever is the 
lower, must inevitably include a considerable amount of unreal- 
ized market profits. These market profits are reflected in inflated 
inventories. There is the constant danger that with the termina- 
tion of the war there may be a collapse in the market. Large 
market profits tied up in inventories will be converted overnight 
into realized losses as these excessive inventories are dumped 
upon the market. 

Business must be prepared to cope with adverse market con- 
ditions. The accomplishment of this goal can be attained by 
intelligent accounting. Accountants in rendering operating state- 
ments to business must differentiate clearly between the profits 
arising from market conditions and those arising from manage- 
ment’s ability. This is a necessary requisite of good accounting, 
that business may know what part of its profits is expendable. 

It is quite evident that the term “profits” has more than one 
meaning. It will, therefore, be advantageous to define clearly 
the two distinct classes into which profits may be segregated, as 
constant reference will be made to them by their specific nomen- 
clature. 


























Definition of Terms 

Management profits represent that increase in the net worth of 
the business attributable to the operators of business resulting 
from the purchase and/or manufacturing of saleable merchandise, 
and the disposition of such merchandise (with the incumbent 


931 







- 8 







Ye wis 
a 

ina 

' 





| N.A.C.A. Bulletin May 1, 1944 














May 
merchandising costs) on an ideal market. By an ideal market ascert: 
is meant a market free from the influence of cyclical and sea- is he 

ft sonal movements, a market that is constant and static. funda 
, Market profits may be defined as that part of the net income It is 1 
arising from the sale of merchandise at prices in excess of costs, Interr 
which arises from price influences entirely outside of the control when 
of the management. This outside factor operates to increase that v 
the selling value of the merchandise purchased. It is a profit Bec 

resulting from economic conditions. An item costing $100 is with 
sold for $150. The replacement cost at the date of sale is $125. to thr 
The transaction results in a management profit of $25 and a marke 
market profit of $25. In a going concern the results «remain count 
identical whether the replacement is made immediately or later, efforts 

or whether that particular type of merchandise is ever replaced. which 

The only real and expendable profit is. that attributable to 
management’s efforts. All other profits and losses arising from Stater 
market fluctuations will tend to level out over a period of time. Bus 
Importance of Making a Clear Distribution ae 
A clear distinction between the two types of profits cannot be profits 
overemphasized as a guide to intelligent operations for the future. wise, 
When management profits are divorced entirely from market The 
profits, they will reflect the efficiency of management in the operat 
service it renders. If the distinction is not made, or not properly tant c 
computed, as is most often the case under present methods, this It is 
gauge to business efficiency becomes distorted. Market profits accou 
| may, if large enough, conceal the fact that business was conducted 
inefficiently ; a downward price movement may likely more than Indus 
. overshadow efficient operation. Management profits are a veri- The 
table barometer of business efficiency. It should be the duty of exists 
the accounting profession to properly reflect them. of the 
Market profits are ephemeral in nature. In a period of a few carrie 
| months, adverse price movements may well consume them. Of invent 
course, no problem exists in accounting for market profits if the terial 
price movements equalize themselves in the same period. How- in the 
: ever, when they occur over a period of years, or lap over between Ser 
accounting periods, a serious problem arises. Business does not public 
fall naturally into fiscal years, but from an accounting stand- — 
point it is essential to have these breaking points in order to z — 
— 
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ascertain what business has been doing, and where the business 
is heading. The valuation of inventory, accordingly, is not 
fundamentally for the purpose of setting up a balance sheet value. 
It is required primarily for arriving at the operating results. The 
Internal Revenue Code further substantiates this point of view 
when it clearly states that inventories shall be valued on a basis 
that will “most clearly reflect income.” 

Because business accounts for itself at least yearly to abide 
with the various business customs and requirements, it comes 
to throes with the influence of cyclical, seasonal, and sporadic 
market fluctuations. This outside influence, if not properly ac- 
counted for, obscures the financial results of management’s 
efforts and creates the hills and valleys in operating statements 
which a longer range view would level out. 


Statement of Problem 


Business men generally will tend to make their financial de- 
cisions as though fictitious market profits in inventory, amounting 
in some years to several billions of dollars*, were expendable 
profits. The effect of this misunderstanding, malicious or other- 
wise, is to aggravate the cyclical fluctuations of business. 

The separation of market gains and losses from management 
operations in the current income statements would be an impor- 
tant contribution toward the moderation of the cyclical extremes. 
It is with the attainment of this goal through more intelligent 
accounting procedure that this article is concerned. 


Industries Affected by the Problem. 


The problem of accounting for market or inventory profits 
exists to some extent in all types of businesses. The seriousness 
of the problem naturally varies with the size of the inventory 
carried. The violence of price fluctuations which affect these 
inventories, and the lapse of time between the purchase of ma- 
terial and the sale of the finished product are additional factors 
in the creation of market profits. 

Service industries, such as transportation, communications, 
public utilities, etc., are largely free from market gains and losses 


* Arthur, Henry B., The American Economic Review, March, 1938, Vol. 
2, pp. 27-30. Inventory Profts in the Business Cycle. 
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because they carry insignificant amounts of merchandise inven- 
tories, if any at all. Some contracting businesses do not own the 
materials they process and thus are not affected by market fluc- 
tuations. Other businesses will hedge their inventories on a 
futures market and likewise escape inventory gains and losses 
by matching them against hedging losses and gains. 

Industries particularly subject to market movements are those 
with long production process such as distillers and non-ferrous 
metal processors. Similarly affected are industries which handle 
large volumes of goods with a small margin of mark-up. Their 
annual profits are often small compared with the large value of 
the inventory upon which they carry the price risk. This is 
particularly so in the case of large mail-order organizations, chain 
stores, meat packers, and the like. In these instances there is 
not only a large inventory in proportion to the average earnings, 
but the inventory is also subject to fairly violent price fluctua- 
tions. Under these conditions the appearance of market profits 
and losses in the operating statement is inevitable. 


The Serious Implications of the Problem 


The corporations of this country normally have about eighteen 
billion dollars in inventories.* On account of price inflation, 
attributable primarily to World War II, commodity prices may 
have repeated or even exceeded the experience of the 1914-1920 
war and post-war years. Accordingly, business will now find 
itself with inventories which have increased considerably in 
monetary value although it may have not a yard, a pound, a 
gallon more of goods on hand. The effect of such a consistently 
rising market is the creation of market profits. These profits 
are the equivalent of a mark-up in the value of goods acquired to 
replace original inventories. Unless business is aware that these 
are only market profits there will be found business men who 
will base their financial decision on the operating statement, treat- 
ing these fictitious market profits as realized and expendable 
profits. On that basis management has in the past and may well 
again proceed to utilize those “profits” to pay dividends to stock- 





Pes Max, The New York  Ceiies Public Accountant, December, 
1939, Vol. X, p. 140. Some Tax Problems in Inventorying Under Last-in, 
First-out Mette. 
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holders and/or increased salaries and bonuses to employees. 
Plant expansion, as well as the purchase of larger quantities of 
merchandise than the business ordinarily requires, offer equal 
temptations for management. Lastly, the payment of income 
taxes and high excess profits taxes absorb the greater part of 
these “profits.” 


Summary 

There is a definite correlation between changes in the market 
value of raw materials and the profit and loss experience of busi- 
ness concerns carrying substantial inventories. The relationship 
is attributable mainly to the unqualified reflection of market 
profits and losses in the operating statement. This market 
factor, in view of its ethereal nature, should not be permitted to 
affect the results of management—the only realized and expend- 
able earnings of the enterprise. The extent to which these ficti- 
tious market profits are expanded may well spell the difference 
between the continuance or failure of the enterprise when market 
prices reverse themselves. 


Practice Prior to Recent Inventory Valuation Innovations 
Having stated the problem of accounting for profits as between 
market and management profits, and the importance of making 
a clear distinction between the two, it will be advantageous to 
teview briefly the methods of valuing inventories and costing 
sales in use and their effect on profits. Under the methods here- 
inafter discussed no distinction is made between profits. arising 
from the efforts of management and those arising from market 
conditions. These two very different classes of earnings are per- 
mitted to remain merged and indistinctively called “profits.” 


Cost or Market, Whichever Lower. The basic rule for valuing 
inventories is at cost or market value, whichever is the lower. 
This rule conforms to the accounting precept of providing for all 
losses, while anticipating no profits. Market value predominantly 
means the cost of replacement, but it may also mean net realiza- 
tion value, that is, the price expected to be received less the in- 
cumbent selling and administration expenses, and a fair profit. 

The valuation of the final inventory in accordance with this 
tule does not ordinarily reduce market profits but it does accent- 
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uate market losses. If the market trend is upward, cost will 
usually be used to value inventories since market values will be 
considerably higher. However, when the market is on the decline, 
market will in most instances be lower than cost. By applying 
market values, when these are lower than cost, additional market 
losses will be created and merged without distinction into the 
operating results already heavy with market losses incurred by the 
downward trend. 


First-in, First-out Method. This method represents a favorite 
means of costing sales where it is not possible or practicable to 
identify the merchandise sold. Under this method the oldest book 
values are the first to be charged out against sales. This is merely 
a bookkeeping device and it in no way means that the physical 
stock moves out in just that order. The balance of the inventory 
on hand will therefore consist of the most recent purchases, which 
costs will most nearly approximate current market values. Con- 
sequently, in valuing the final inventory on the basis of cost or 
market, whichever is the lower, the adjustment required if market 
is the lower will be small. 

Where there is not a close relationship between raw material 
price and finished goods market prices and the inventory turnover 
is rapid, this method is logical. Under these conditions the 
amount of market profit or losses arising from operations will 
be negligible. However, the method has been used until recently 
by many concerns whose inventory turnover is slow, where the 
market prices of raw materials bear a direct relationship with 
finished goods prices. No method is less applicable than this one 
under these circumstances. Costs applied against sales are not 
akin to current costs, thus manifesting the appearance of market 
profits and losses in the operating statements. 

To exemplify, consider the following conditions: A manufac- 
turer has facilities that permit him to produce and sell a finished 
product every three months. He always carries enough raw 
materials to complete four finished products and he restocks after 
each sale. Accordingly, if the manufacturer uses the’ first-in, 
first-out basis, the raw material cost of the completed product 
will date back one year from the date of sale. Assuming that the 
cost of the raw material for one unit of product amounted to 
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will $1,000 and that one year later because of a general price upswing 
be the raw material costs rose to $1,500 (the sale price of the 
ine, finished product having increased relatively), upon making a sale 
ing the manufacturer would show a profit of $500. This market 
‘ket profit resulting from economic conditions beyond his control 
the would be in addition to any management profit earned through 
the the sale. The first-in, first-out method makes for an increase in 
the time required to rotate the stock “last-in” into a “first-out” 
rite position. That time element permits an active market to intro- 
to duce market profits and losses on every sale. 
0k In failing to segregate market profits from management 
ely profits this method ignores the fact that the former profits are 
ical fictitious, unexpendable, and short lived. Market profits will 
ory come with advances in prices, and go with price declines. To 
ich consider these profits as income is to mislead and confuse those 
on- who make important business decisions on the basis of the oper- 
or ating statement. 
ket Average Cost Methods. By the application of an average cost 
method a new average unit price is computed for all stock on 
ial hand after each purchase of stock at a price different from the 
jer average price previously computed. The new average price is 
he computed by adding the new purchase to the total cost of the old 
ill stock on hand and dividing the sum of these costs by the mie 
tly ber of units on hand. 
he A modification of the above procedure is desirable in concerns 
th subject to widely fluctuating costs. A seasonal demand for a 
“ product will result in high unit costs in months of low production 
2 because of the distribution of fixed overhead over a small number 
et of units. The average cost method in this case would preferably 
be a progressive average cost for monthly costing. This is ac- 
ol complished by using a twelve-month average of purchases or 
ed production ending with the current month. Through this medium 
iW irrational fluctuations in costs for each month attributable to 
, slack and active seasons are ironed out. As a result monthly 
n, statements will be more in line with the year-end statement which 
ct will cover all the seasonal phases. 
ne The main disadvantages of averages lies in the amount of work 
to required to determine these averages. This will be found par- 
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ticularly in a business having a variety of stock where purchases 
are frequent. Also, costing is delayed until the end of each month 
because the average cannot be adequately determined until that 
time. 

Using the same basic facts as illustrated under the fitst-in, 
first-out method, one may readily see that averages in no way 
account for market profits, though averages do tend to smooth 
them out. 

Consider that the manufacturer had the following stock on 
hand at the beginning of the year, and made the following raw 
material purchases : 


On hand January 1 4 units at $1,000 each ................ $4,000 
Purchased on April 1 a Ue DES Ae eee ae 1,100 
Purchased on July 1 i oS BRASS eee eee Se 1,200 
Purchased on October 1 kh Bf BRR Sree 1,400 
Total 7 $7,700 
Average yearly unit OE ccvanlen ss cath casdite sowie 1,100 


At December 31, raw material costs rose to $1,500 per unit 
and the sales price of the finished product increased relatively. 
By applying the average cost to the December sale a market 
profit of $400 would result. Using the first-in, first-out method, 
the sale resulted in a market profit of $500 as previously indicated. 
Like the first-in, first-out method, the average cost method accepts 
those additional profits or-losses as an integral part of the regular 
management results. 


Management Finds Solution Through Hedging Operations 


The practice of hedging, if followed rigidly, solves the problem 
of accounting for market operations provided the raw materials 
required are of sufficient importance to be sold on a futures 
market. The fact that in a few industries almost complete hedg- 
ing has been continuously carried on for many years by the more 
successful companies is high recommendation for the desirability 
of eliminating inventory gains and losses. Hedging, however, 
may be either inconvenient or impossible. Other venturesome 
manufacturers may refuse to hedge or fail to hedge at exactly 
the same time as sales are made or in exactly the same quantity 
of materials sold. Still others, probably with the thorough under- 
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standing of the elusive nature of market gains’ and losses, prefer 
calmly to let them offset each other over a period of time. Gen- 
lat erally, it may be cited that the extent to which hedging is prac- 
ticed is very limited. 






















: Financial Collapse of 1929 Brought the Problem into Prominence 
z Several responsible business analysts and writers have given as 


their opinion that one of the important unhealthy business condi- 
tions existing in 1929, and the years immediately preceding, was 
the calculation of profits based on inventory or market gains. In 
turn, these “profits” induced managements to pay excessive divi- 
dends, salaries, and bonuses, and to expand their productive facili- 
ties unduly. The payments of taxes on these unrealized profits 
was a further unsettling factor. Extravagance and over-expan- 
sion are the follies of a failure to distinguish paper or illusory 
profits from real income, and are a grave cause of depressions. 


25 
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Solutions Developed 


-_— 
- 


In an attempt to circumvent these market profits, the emphasis 
was placed by management on business’ most vulnerable asset— 
the asset which swells out of proportion in a rising market and 
which deflates itseif as rapidly under reverse conditions. Inven- 
tory methods relatively unknown found disciples, publicity, and 
general acceptance by business men, economists, and accountants. 


a 


Two separate schools of thought have come into prominence, 
both claiming to have conceived the more perfect solution. The 
first group bases its underlying philosophy on the concept that 
profits should be so defined as to exclude market gains and losses. 
They conclude that companies should report their net income 
exclusive of market profits and losses. The last-in, first-out and 
base stock plans were conceived by this school of thought. 

The second group recognizes the financial aspects of the prob- 
lem but seeks its solution through a method which still permits 
the inclusion of market results in the operating net income. They 
insist, however, that a provision be created in arriving at net 
income or an appropriation be created from surplus in order to 
provide a cushion for future market fluctuations. The inven- 
tory reserves plans were conceived by this school of thought. 
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It will be within the scope of this article to briefly review 
these more generally accepted methods of coping with inventory 
(market) profits and see how well they control this elusive 
element. 


Last-in, First-out Method. This method was created by the 
group desiring to avoid the recognition of market profits resulting 
from the sale of goods in a rising market, which goods must 
necessarily be replaced in inventory at a higher cost. Primarily 
a cost device, the method has as its objective the matching of cur- 
rent purchases with current sales. This is accomplished under 
the assumption that current purchases are made because a void 
in inventory was created by a sale and that such void must be 
replaced if business is to continue as usual. In starting the 
last-in, first-out inventory plan, the prices should be set at a 
“conservative or reasonable figure.” Consequently, it is advan- 
tageous to adopt the plan when the market is at a low ebb, so 
that the adjustment of the inventory to a conservative basis will 
be small. In the future the inventory should not be reduced to 
market value when that value is lower than the established inven- 
tory basis. Where the market value of the inventory is less than 
that carried on the balance sheet, such condition should be shown 
in parenthesis or as a footnote in such manner that the approxi- 
mate difference between the two can be ascertained either in 
dollars or percentage. 

An interesting development in the last-in, first-out method 
appears in the application of this method by many members of 
the National Dry Goods Association. This is particularly inter- 
esting because several years ago the retail dry goods business was 
used as the best example of where last-in, first-out could not 
apply. (R. H. Macy & Co. in the year ended January 31, 1942, 
reduced its income $2,390,868 and Gimbel Brothers, Arnold Con- 
stable, Saks, and Kauffman Department Stores reduced their 
income substantially by the application of this method). The 


method heretofore has been applied only to specifically identifiable ~ 


types of merchandise. In the case of retailers, it was found 
necessary to apply the last-in, first-out method to departmental 
totals by the use of price indices. These indices are based on 
retail prices rather than on cost prices. 
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Ww The Normal Base Stock Method. The theory underlying all 
ry normal base stock plans is to eliminate market profits and losses 
ve arising out of price movements in so far as they affect the part 
of the inventory which is a minimum necessity for the proper 
- continuance of operations. The operating statement, therefore, is 
left to reflect chiefly the extent to which procurement and market- 
2 ing activities are or are not profitable. 
ly Under this method a minimum or normal stock is carried at an 
r- unchanging price regardless of actual price fluctuations. The 
r proponents of this method assert that a portion (normal or base 
d stock) of the inventory of the business is in the nature of a fixed 
ye asset and is a necessary requisite to keep a business going. Such 
e normal or base stock should not vary either in quantity or price. 
a What the amount of this normal stock should be depends entirely 
- upon individual business circumstances. This portion, however 
o determined, is valued at a price lower than market, and lower 
1 than actual cost. It is a value fixed by management, which value 
0 management feels or hopes neither future market nor future 
‘ cost will fall below. This writedown is made through surplus 
7 as it is not a proper charge to current operations. Management 


operating results should not be expected to shoulder such a charge. 
k The inventory in excess of normal stock is usually valued at 
1 actual cost. 

With reference to the costing of sales, two conditions are pos- 
sible. In the first instance, the costing conditions are such that 


¢ they do not affect the normal stock inventory. The sales are 
. usually costed at an average of the purchases made during the 
; year. In the second instance, the costing conditions are such 





that the quantity of sales exceed the excess inventory and digs 
into the normal stock. The quantity applying to the normal stock 
is costed out at current market or average cost of merchandise 
. purchases. The first goods purchased in the succeeding period 
are used to replace the normal stock. 
. On the balance sheet the inventory is usually broken into two 
figures. The normal stock is shown as a constant figure and 
_ Quantity unless a deficiency occurs. The excess inventory is 
valued at cost usualiy, though the lower of cost or market is used 
by a few concerns adopting the method. 
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Inventory Reserve Plans. Unlike the last-in, first-out, and the 
base stock methods which seek to treat market profits and losses 
by neglect, the reserve method seeks the solution while still per- 
mitting the inclusion of inventory gains and losses in reported 
operating income. From this point, however, the reserve plans 
are widely divergent. Generally, however, they may be grouped 
into two classes. The first class creates a reserve from earned 
surplus to serve as a cushion for price declines, while permitting 
net income to reflect management and market profits without 
distinction. The second class creates a reserve out of current 
earnings by deducting from operating net income a provision for 
future price declines. Thereby a net income is arrived at which 
is free from market profits, that is, if the amount of the reserve 
is computed to eliminate that factor entirely. 

On the balance sheet the reserve is likewise treated in one of 
two ways. The reserve appears on the balance sheet either as 
a valuation reserve deducted from inventory, or as a reserve in 
the liability section. 

Returning to the operating statement, it should be noted that 
regardless of how the reserve may be created, market profits are 
permitted to remain indistinctly merged at least down to the 
operating net income. On the other hand, market losses are charged 
off directly against the reserve and will not appear on the oper- 
ating statement unless specially computed and segregated. In 
this respect the method is inconsistent. Through the use of 
the reserve method, the operating profit—the gauge of manage- 
ment’s productive efficiency—remains seriously distorted. 


Problems Created by the Application of the Newer Inventory 
Methods 


Both the base stock and the last-in, first-out methods have a 
wholesale influence in cutting down the hills of market profits 
to fill in the valleys of market losses. The profit and loss state- 
ment therefore reflects more closely the operating results of man- 
agement. In the attainment of this desired goal, however, neither 
method succeeds entirely. In addition, they create their own 
peculiar problems. Generally the two aforementioned methods 
are objectionable because of the following considerations. 
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the Failure to Account for All Market Gains dnd Losses. The 
Ses last-in, first-out plan does not succeed in accounting for all of 
er- the market gains and losses. The failure results from the time 
ed lag involved between the sale and the replacement of the mer- 
ns chandise sold into the inventory. This element of time permits 
ed market profits and losses to creep into thé operating statement. 
ed An article costing $10 is sold for $12, realizing a profit of $2 on 
ng the transaction. The article is not replaced in the inventory until 
ut several weeks after the sale. By that time, however, the market 
nt had dropped and it was possible to replace the sale with an iden- 
or tical article costing $9. In costing this last purchase against the 
ch sale, $1 of market profit will appear. This would not have arisen 
ve if the sale were replaced immediately. Neither does the base 
stock method account for all of the market profits and losses 
of insofar as it permits that portion of the inventory in excess of 
as normal to reflect market fluctuations. 
” Failure to Recognize the Gains and Losses Attributable to 
Market Operations. While it is true that yearly statements are 
at subject to serious limitations it does not justify arbitrary tinker- 
e ing designed to alter the appearance of business affairs. If there 
le are bad years and good years, these conditions should be dis- 
d closed, not obscured, on the statements. It is the ultimate duty 
" of accountants to issue statements that reflect the actual conditions 
n of the year. The arbitrary removal of market fluctuations, in 
f part or in whole, should not be tolerated, as that is tantamount to 





the withholding of financial information from the operating state- 
ment. ‘ 

y Misstatement of the Final Inventory on the Balance Sheet. 
Neither current costs nor market are used in arriving at the valua- 
tion of final inventories. Under the last-in, first-out plan, that 
portion of the inventory which does not exceed the quantity of 
the inventory on hand at the time the plan was instituted is 
valued at the cost of that original inventory. The effect of-such 
a practice is to stabilize the inventory value permanently at a 
value which may be radically different from current costs or 
market. Of course, there are a few firms which value their in- 
ventory at the lower of*cost or market, even while adopting this 
method. In so doing, however, the purpose of the last-in, first-out 
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method may be seriously impaired as in this manner market losses 
will of necessity appear on the operating statement in a declining 
market. 

Inventory values are distorted to even a greater extent under 
the normal base stock methods as a result of the extremely con- 
servative value placed on the base stock when the method is first 
instituted. It has been estimated that if, all the manufacturers 
in the United States had adopted the normal stock method at 
either 1937 or 1932 low market levels, inventory investments 
would shrink about two or more billions as compared with the 
1942 price levels. That is certainly a serious misstatement on 
the balance sheets of the country. 

The reserve methods are generally not desirable because they 
are inconsistent in their application. In a rising market, the 
market profits remain merged in the operating statement. By 
establishing a reserve the method merely recognizes the undis- 
tributable value of such income. In a falling market, market 
losses are buried in the reserve and nowhere do they appear on 
the statement. 


Suggested Treatment of Market Profits and Losses 


Accountants are fairly well in agreement in their objection to 
the previously mentioned methods of dealing with the market 
factor. The objection lies in the failure of the methods dis- 
cussed to state correctly the operations of the business. They 
concede the logic behind the methods insofar as they seek to ac- 
count for elusive market profits. However, they view the dis- 
appearance of this market factor, in part or in whole, from the 
profit and loss statement as a misstatement of fact. An improved 
method, which will be referred to as the “current replacement 
value of sales method,” has been conceived. Through the appli- 
cation of this method, the aforementioned salient weaknesses may 
be overcome and a complete disclosure made of profits and losses, 
with their origin clearly designated. The author of this pro- 
posed method through a revised profit and loss statement, coupled 
with a set of simple statistical records, succeeds in segregating 
operating profits and losses distinctly as between management 
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and market.* The simplicity of operation, as well as the fact 
that its institution in no way disrupts or alters the books of 
account in existence (if neither a base stock or last-in, first-out 
method is used) should make its general acceptance as gratifying 
as the method is revealing. 


Operation of the Suggested Method. Under the current re- 
placement value of sales method, the raw materials are costed 
out into work in process in the generally accepted methods of 


identifiable, first-in, first-out, or average price, depending upon 


its applicability in the given situation. The merchandise remain- 
ing in the closing inventory is valued at cost or the lower of cost 
or market. If the latter basis is adopted any downward adjust- 
ment of inventory is treated as an additional market factor in 
arriving at the market profit or loss for the period. All other 
accounts are operated according to prior practices, if satisfactory. 
In addition, a simple set of statistical records have to be main- 
tained in order to compute the reproduction cost of sales. These 
records are not part of the books of account and are not recorded 
anywhere therein. Their purpose is to make it possible to ex- 
press the sales and the cost of sales in identical terms as to the 
market prices of both. The manner in which these records are 
maintained is not important so long as for each sale there is kept 
the corresponding reproduction cost of the sale valued at the 
market price of the day of sale. To illustrate, this statistical 
record may be set up in the following manner: 


Current-Re- Management Market Total 
Cost per placementValue Selling Profit or Profit, Profit 
Books of Sales Price Loss orLoss or Loss 
$1,000 $1,050 $1,200 $150 $50 $200 
1,100 950 1,100 150 (150) at 


Of course, in actual practice it will not be necessary to use the 
last three columns, as the individual calculation of sales ordinarily 
will be of little value. Once the data is summarized for the 
period, the difference between the current replacement value of 
sales and the actual cost per books represents the market profit 
or loss. The difference between the selling price and replacement 
value of sales represents management’s profit or loss, truly the 





*C. F. Schlatter, The Accounting Review, April, 1942, Vol. XVII, No. 2, 
pp. 173-178. Market Profits on the Operating Statement. 
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only realized profit or loss in the transactions of a going concern. 

This method necessarily matches perfectly current sales with 
current reproduction value of sales, a statement which the pro- 
ponents of the last-in, first-out or base stock methods cannot 
make. In so doing, the suggested method neither neglects the 
profit element due to the market factor, nor misstates the inven- 
tories on the balance sheet. 


Revised Profit and Loss Statement Under Suggested Method. 
The current replacement value of sales method affects only 
the operating statement. Therein the method accurately and 
completely accounts for management and market operations 
separately. This is accomplished by showing the profit or loss 
resulting from the conversion of raw materials into a saleable 
state separate and distinct from the profit or loss resulting from 
market operations. The revised profit and loss statement remains 
in status quo down to and including the cost of sales which is 
arrived at either through identifiable costs, first-in, first-out, or 
average cost methods. The cost of sales figure is then adjusted 
for market profits or market losses, the former added to the 
cost, the latter deducted, thereby arriving at a net operating 
profit or loss, after other expenses, which will show clearly 
the result of management’s operation. That figure is then ad- 
justed by the market profit or loss (the same amount used to 
adjust the cost of sales figure). The final net income figure is 
then attained. To understand the set-up of this revised profit 
and loss better, it is advisable to show the form and operation 
of the statement. 


Profit and Loss Statement 
For the period ending Dec. 31, 19—. 


sles to isl ven bees th) eae ad sone eae aps kuin s euhnes $10,500,000 

DE ONO ods oa ceca cdeweastaunn siganin’ de $9,000, 
increase in market prices of material in goods 
bpshs ok ana het balivtostbbeieds crevcabkees 500,000 

Reproduction cost of goods sold ...........ccccereccsececcues 9,500,000 
Gross manufacturing margin ...........2.cccccccscccscccccce 1,000,000 
Deduct all other commercial expenses ...........000seeceeeeee I 
NIG MME 4 Sls cugs bu cds bbs s Je cea sddgadbeeesone 600,000 
SEED 5 Sirveacnss sav aceqabdiweevtsscedourecedcees 500,000 
EE sivinncdceh soe a ivtctdembactde eu cebeocbcaekcaius $ 1,100,000 
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The current replacement value of sales method would, without 
in any way antagonizing accounting traditions or principles, por- 
tray what was really accomplished by business. Through its appli- 
cation, profits and losses would be allocated between those arising 
from managerial efforts and those arising from market operations. 
At no time could management and stockholders become erroneously 
apprised with illusions of extraordinary gains nor unduly deflated 
in spirits by the appearance of losses if those gains and losses 
are the results of market conditions beyond the control of man- 


agement. 


Summary 


The ordinary treatment of market and management profits, 
prior to the institution of recent inventory valuation innovations 
has been to merge these two very different elements indistinctively. 
Intelligent management through hedging operations has succeeded 
in leveling out market profits against market losses. Hedging op- 
erations, however, are not always available and in other instances 
are neither practicable nor convenient. The practice of hedging 
accordingly is limited. 

The market collapse of 1929 more clearly than any other single 
factor demonstrated the fallacy of expending “paper” (market) 
profits. The difficult years immediately succeeding 1929 brought 
weight and general acceptance to the more modern inventory valu- 
ation and costing methods. These methods, most prominent among 
which are the last-in, first-out, and the normal base stock methods, 
seek to control the elusive market profits and losses. 

The newer inventory and costing methods were adopted widely 
by business. However praiseworthy these methods are in their in- 
tent to cope with the market factor they create their own peculiar 
problems. The last-in, first-out and base stock methods omit mar- 
ket profits and losses in part or in whole from the statement. 
This is an omission of fact. The methods likewise incorrectly state 
inventory values on the balance sheet through their peculiar way of 
valuing the stock on hand. This is a misstatement of fact. 

Another popular method, that of inventory reserves, seeks to 
control market profits through a segregation of a portion of the 
net profit into a reserve for future declines in inventory values. 
This method appears least desirable. The method is inconsistent. 
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It reflects market profits in the operating statement while it does the var 
not in any way show the market losses, these losses being offset all the 
directly against the reserve. In addition, the reserve created from the pro 
profits is not as a rule computed to account completely for the veal ho 
market profits which arise during the period. the test 
A method has been proposed, the current replacement value of Fact: 
sales method, which adequately and completely brings into view corpor 
the entire profit or loss attributable to the market factor. This the rav 
factor is unequivocally and consistently reflected in the operating $1 thr 
statement. In so doing it creates none of the problems raised by rises $ 
the adoption of the aforementioned methods. In the accomplish- of Dec 
ment of a thorough segregation between management and market the pr: 
profits, the proposed method renders an invaluable service to man- $1.00 | 
agement, stockholders, and other interest parties in enabling them tion b 
to interpret more judiciously the operating results. units, | 
The Current Replacement Value of Sales Method in Operation quanti 
Accountants must resolve to draw up profit and loss statements SCHE! 
in such a manner that the reader may readily grasp how much of 
the profit or loss is attributable to external market conditions and 
how much to the effort and ingenuity of the men at the helm. Ac- 
counting is a science. As such it must not be permitted to lapse Openin 
into stagnancy and decadency. It must be dynamic enough to cope ‘ebrus 
with the everyday problems, prominent among which is the prob- March 
lem of properly accounting for market profits and losses. A | 
The various methods of valuing inventory and costing sales have June . 
been discussed and appraised particularly as to their efficacy in ae 
handling market profits and losses. In addition, the current re- Septerr 
placement value of sales method has been reviewed. This last oe 
method proves to successfully cope with the shortcomings of the Decem 
aforementioned accepted methods. It is now propitious to set out 
comparatively the effect of these methods in a hypothetical case. Deduc 
A Case Illustration Cost « 
The case illustration selected presents a set of conditions, not Marke 
uncommon in business. It covers a two-year period wherein the Deduc 
market has been a favorable factor in the first year and suffi- 
ciently unfavorable in the second year to dissipate completely the Gross 
market gains of the first year. Through this illustration, it is in- = 
tended to demonstrate how the standard profit and loss form under et a 
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the various popular inventory and costing methods fails to reveal 
all the facts which are required if an intelligent interpretation of 
the profit and loss statement is to be desired. It will, likewise, re- 
veal how well the current replacement value of sales method meets 
the test of complete revelation of all the profit factors. 

Factual Data for the Case Illustration. It is assumed that a ! 
corporation requires six months to manufacture its product from 
the raw material state, and that the unit cost of the raw material is i} 
$1 throughout the month of January, 1939. The unit cost then 
rises $.10 each month until it reaches a high of $2.10 in the month 
of December, 1939. Beginning in February of the following year, 
the price proceeds to fall $.10 each month until it drops back to 
$1.00 in December, 1940. It is further assumed that the corpora- 
tion begins and ends each month with an inventory of 60,000 
units, manufacturing each month 10,000 units and selling the same 
quantity monthly at $.10 above current replacement costs. 
SCHEDULE OF STATISTICAL DATA FOR THE YEAR 1939 TO 


BE USED IN CONNECTION WITH THE CURRENT 
REPLACEMENT VALUE OF SALES METHOD 

























eo, of @ 


oe ae. ae 7” 

















Inventory Current ' 
and Cost of Replacement Selling f 
Units Purchases alue Price / 
Opening Inventory Jan. 1.... 60,000 $60,000  ...... sees. ; 
SED Shs ivietn ney dee 10,000 10,000 $10,000 $11,000 i 
DENY vives upoknd tnind ada 10,000 11,000 11, 12, ; 
DE isn n'a Dien Khenav des tbe 10,000 12,000 12,000 13,000 ‘ 
RAPES GER eet ee Sty 10,000 13,000 13,000 14,000 | 
ctcneskesdbnce vas tbbuats 10,000 14,000 14,000 15,000 ' 
es be hee on bidaten iaatingle 10,000 15,000 15,000 16,000 } 
EE is have van sea th abs ches 10,000 16,000 16,000 17,000 
SES sat iach ead aw eihes 10,000 17,000 17,000 18,000 
nee * «Lis daan cep cokes 10,000 18,000 18,000 19,000 
PS EE RE I Re 10,000 19,000 19,000 , 
November ..............000 10,000 20,000 20, 21,000 
SS ae 10,000 21,000 21,000 22,000 f 
180,000 $246,000 $186,000 $198,000 
Deduct closing inventory*.... 60,000 111,000 
eS eer 120,000 135,000 135,000 
Market profit ............... 51,000 
Deduct cost of replacing sales 186,000 
Gross Management profit..... $12,000 












* Sales are costed in accordance with the principles of the first-in, first-out 
method. Inventories are valued at the lower of cost or market. 
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The operating results for r939 and for 1940, as well as the com- 
bined results for the two years, are indicated in the comparative 
profit and loss statements on Page 951 as computed under the cur- 
rent replacement value of sales method and under the more popular 
inventory methods. Also, to help one follow the procedure used to 
determine the costs, and profits and losses (both management and 
market) arrived at under the proposed method, the comparative 
profit and loss statements are preceded by the statistical schedule. 

For the year 1940, the final results pertaining to the market fac- 
tor will be in reverse order. Instead of a market profit of $51,000, 
there will result a market loss of $51,000. The gross management 
profit, however, will remain the same insofar as the selling price 
is always $.10 above current replacement cost of sales. 


Discussion of the Results of the Case Illustration 


Market conditions having leveled out in the course of two years, 
it will be noted that the combined operating results for the two 
years results in a net loss of $16,000 regardless of the method 
used. In actual practice, though the period of market equalization 
will vary in length of duration, the results will, regardless of the 
costing method used, be identical on an over-all basis. It is in 
accounting for business on a yearly basis to conform to the various 
governmental regulations and business customs that the different 
costing methods will render very different operating results. 

The over-statement of profits in 1939 and the over-statement of 
losses in 1940 under the first-in, first-out method is quite apparent 
when compared with the results as attained under the other 
methods. Gross misstatements of that sort have no place in the ad- 
vancing business world of today. There are undoubtedly some 
who, because of questionable motives, may feel that the conceal- 
ment of operating inefficiency by offsetting market gains there- 
against is a marked advantage. It is regrettable that some account- 
ants quite innocently may assist in such questionable practices. 
The results, as portrayed by the use of the first-in, first-out method, 
merge indistinctly both management and market profits. One who 

examines a statement prepared along usual lines may very well 
conclude, in the absence of other information, that the business in 
the foregoing illustration was efficiently operated in 1939 and vice 
versa during 1940. 
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Through the application of the last-in, first-out and normal base 
stock methods, the evil is a lesser one, but an evil nevertheless— 
the omission of market profits and losses, in part or in whole, is 
a serious one for those who depend upon the profit and loss state- 
ment for reliable and complete information. The concealment of 
$51,000 of market profits in 1939 and a market loss of similar 
amount in 1940 under the last-in, first-out method should not be 
tolerated. Under the normal base stock: method, there is the omis- 
sion of $40,000 of market profits in 1939 and a similar amount of 
market losses for 1940. If one is to reflect the correct and com- 
plete results of operations, no such concealment can be properly 
justified. Profits and losses should be reflected for what they are 
and their source properly designated so that the readers of the 
statement may satisfactorily determine management’s efforts for 
the year as well as the market factor. It is indeed dubious whether 
the pressure for the adoption of the last-in, first-out and base stock 
methods would. have come about if a statement such as the one 
proposed had been in general use. 

While the last-in, first-out method in the case illustration com- 
pletely accounts by neglect for all the management profits and 
losses, it must be remembered that in actual practice it often doesn’t 
accomplish this quite as well because of the time-lag between the 
sale of a set number of units and the replacement of those units 
into inventory. This time-lag inevitably permits some market 
profits and losses to enter into the computation of net profit or loss. 
No such time-lag is possible under the proposed method as the re- 
placement value is computed as of the day of the sale. If market 
and management results are to be computed properly and dis- 
tinctly, every method illustrated, excepting the proposed current 
replacement value of sales method, fail to some varying degree. 

The other serious criticism of the last-in, first-out and base stock 
methods makes itself apparent in the valuation of the final inven- 
tory at December 31, 1939. By referring to the comparative profit 
and loss statement, it will be seen that the closing inventories are 
understated approximately $50,000 when compared with an actual 
cost of $111,000 as revealed under the current replacement value 
of sales and first-in, first-out methods. Under these methods, the 
value is arrived at under the conservative and basic rule of cost or 
market, whichever is the lower. 
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Summary 

In the light of the misstatement of profits and losses, and of 
final inventories in a rising market, it is indeed questionable 
whether the last-in, first-out and base stock methods should have 
the popularity and general acceptance they enjoy at present. In 
the same light, it appears that the proposed current replacement 
value of sale method satisfactorily and quite simply offers the solu- 
tion to the aforementioned deficiencies. Because it does so the 
method should not only be brought into the prominent view of 
business, but should find as its firmest advocates the accounting 
profession. Through this method, the accounting profession will 
reaffirm the high principles of sound accounting which have been 
alienated somewhat by the introduction of the last-in, first-out and 
base stock methods. 


Some Additional Considerations 

Creation of a Reserve from Market Profits. The current re- 
placement value of sales method is not a plan for equalizing profits, 
as through the application of this method all profits are accounted 
for completely. Rather, it is a plan intended to set apart that por- 
tion of the profits which under the replacement theory are market 
profits. As previously stated, this market factor can become 
realized only through a liquidation of business. A going business, 
contemplating no such action, cannot properly consider market 
profits as realized or expendable. What then shall a going concern 
do with these market profits after they have been properly segre- 
gated? Unless one additional step is attended to, in connection with 
the division ef profits as attributable to management and to market, 
it is possible to conceive of situations wherein that break-down will 
serve no purpose other than a more informative profit and loss 
statement. 

Assume a situation wherein the distinction is clearly made as 
between the two very different types of profits on the operating 
Statement, but that for all practical purposes the profits aré ex- 
pended without regard to their origin. In such cases the very pur- 
pose of the proposed method would be defeated. The unexpend- 
able nature of market profits has been previously discussed, and 
the proposed method’s isolation of that type of profit must serve 
more than just information. It should, therefore, be a cardinal 
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correlation to the segregation of profits that these market profits 
be set aside as a cushion for market losses which will inevitably 
result in the future. The profit and loss statement should remain 
unchanged except for a footnote explaining that the market profits 
have been transferred directly to a reserve account to offset the 
market losses of the future. The reserve should be shown on the 
liability section of the balance sheet under the caption, “Reserves,” 
or as a separate and distinct item by itself. 

There can be no doubt that if the proposed method had been in 
general use in the boom era of the “twenties,” the hardships 
brought about by the depressed business conditions of the succeed- 
ing decade would have been lessened considerably. The reserve cre- 
ated in the good years would have served to offset the serious blow 
of the lean years. Today, another boom era has come into being 
due to the emergence of World War II. Market prices have been 
rising steadily. Consequently, market profits are again common in 
substantial degrees on the operating statement. Business can take 
its cue from past experience. Market prices will return to peace- 
time levels and accordingly the present is the propitious time to 
set aside in a reserve for future price declines all of the market 
profits appearing on the operating statements of American enter- 
prise. Any departure on the part of management to make available 
these market profits for any purpose other than the one intended 
by its very nature should be clearly noted on the financial state- 
ments so that investors may be properly put on notice of such de- 


parture. 
Market Profits May Become Management Profits 


Experience has shown that during an upward swing in market 
prices, there is a rush by business toward much forward buying 
and overstocking of inventories. Conversely, under a downward 
market swing, there is a powerful tendency to unload inventories 
on an already flooded market.* The business cycle is undoubtedly 
accentuated by this speculative factor in inventories. 

Speculation in inventories is an activity entered into by man- 
agement in an attempt to reap larger profits thereby. True, the 
profit or loss realized on these transactions will be attended by 





*Eppston, H. A., The Accounting Review, Vol. XVI, No. 3, September, 
1941. pp. b2-28" Accounting Implications of the Business Cycle. 
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market conditions, yet management in pitting its experience and 
knowledge against this economic factor, plays the main role. Ac- 
cordingly, the results of these transactions should be attributed to 
management in their entirety. 

Consider a firm carrying normally 500 tons of steel in stock. 
Assume that the management in a promising market decides to 
overstock to 700 tons in anticipation of a market rise. The entire 
profit or loss realized on the sale of the excess 200 tons should be 
treated as a management profit or loss, provided the firm goes back 
to carrying only the normal 500 tons in stock. By referring to the 
schedule of statistical data on sales used in connection with the cur- 
rent replacement value of sales method, it will be comparatively 
simple to spot the market profit or loss accruing on the sale of the 
excessive and speculative portion of the inventory. However, if 
average costs are used in connection with the suggested method, 
it will not be a practical matter to attempt to spot the market ele- 
ment in the sale of the excess 200 tons. Consequently, an average 
determined by dividing the total units sold into the total market 
profit or loss for the period will serve as well in arriving at the 
portion of those profits applicable to the 200 tons. In preparing 
the profit and loss statement for the period, the amount of the 
market profits or losses so spotted or averaged should be removed 
from the market category and shown as an integral part of the 
regylar management results for the period. 


Taxability of Market Profits 


It is well, at this time, to again.stress the point that profits on 
inventory due to rising prices disappear quickly when prices fall. 
Experience has shown that they can go as unexpectedly as they 
came. During the period that these market profits stand on the 
books, they provide no additional cash for the payment of divi- 
dends, for the maintenance of property, or for plant extensions. 
On the asset side of the balance sheet, those profits are in the in- 
ventory account in the form of higher valued products. While it is 
true that inventories are constantly being sold and cash is realized, 
the cash so obtained must be reinvested in new inventories at 
higher price levels if the business’ trade is to continue. Inventory 
profits are really capital gains which should remain in the business 
as insurance against capital losses resulting from falling prices. 
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It is unfortunate that the present.tax laws, while accepting the 
last-in, first-out method of eliminating substantial market profits 
from net income have not yet seen fit to accept the reserve 
method and the base stock methods, in spite of the fact that they 
were instituted for identical reasons. It is believed that the tax 
situation is, indeed, the chief factor for the great number of busi- 
nesses adopting the last-in, first-out method in preference to other 
methods of coping with market profits. 

The policy behind the income tax laws has consistently been to 
levy taxes only on realized income. There is no denying that there 
is an accretion of wealth when a stock of goods on hand, from the 
beginning of the year, increases in dollar value though not in quan- 
tity. In the same light there is an accretion of wealth when a build- 
ing or a share of stock increases in value. Yet, in these latter in- 
stances, the taxing authorities have not seen fit to tax those capital 
gains until the assets are sold or exchanged, and the income derived 
therefrom realized. The question is reduced to “when are profits 
in inventory realized ?”” The Government asserts that profits occur 
when any individual item is sold or exchanged, and that the differ- 
ence between cost and selling price represents taxable income. Ac- 
tually, however, it is believed that no income is realized until a 
basic portion of the asset is finally liquidated. “Cotton mills must 
be threaded, oil pipe lines kept full, smelting furnaces kept sup- 
plied. They can no more be liquidated by a continuing enterprise 
than plant or machinery can be sold. Mere current substitution in 
an integral working asset should find no place in income deter- 
mination.”* 

Though the present tax laws do not give recognition to reserves 
for price adjustments in the development of profits, it is hoped 
that in the future the United States may take its cue from the 
Canadian Government which in 1942 entered a provision in its 
“Excess Profits Tax Act” permitting as a deduction from profits 
“such reasonable provision as a reserve against future depreciation 
in inventory values as the Minister in his discretion may allow, 
having regard to a normal quantity of stock in trade necessary for 
the business. as indicated by the quantities on hand during the 
standard period.” 


~ * Harvard Law Review, Vol. LI, No. af June, 1938. pp. 1439-1440. Base 
Stock Inventories and F Income Taxes. 
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Where sound business judgment dictates the advisability of cre- 
ating inventory price reserves, they should be instituted in spite of 
the conflict with tax regulations. Business has the responsibility 
of doing its share toward sound business, and thereby pointing the 
way to taxing authorities that sound business policies are likewise 
sound taxing policies. 


Summary 


While the current replacement value of sales method meticu- 
lously accounts for market profits on the operating statement, its 
function must not end there. In order to insure the best interest 
of business, those market profits must be set aside in a reserve that 
they may serve as a cushion for the market losses that will come 
with a decline in the market. Any departure as to the use to which 
market profits may be put by management should be clearly dis- 
closed on the financial statement that interested parties may be 
made aware of that departure. 

Under certain conditions, profits which arise from market oper- 
ations may be considered as attributable to management. Specu- 
lations in excess inventories, entered into by management in an 
attempt to reap additional profits, should be credited to manage- 
ment, if successful, or charged to management, if unsuccessful, 
provided those excess inventories are not replaced into stock. The 
logic behind treating the entire result of those transactions as man- 
agement profit or loss lies in the fact that there is being carried out 
by management a liquidation of part of its inventory. 

A concluding remark concerning market profits, and the segre- 
gation of those profits into a reserve, must be made insofar as 
their tax status is concerned. Unfortunately, the tax laws consider 
market gains as taxable in spite of the fact that their nature is 
ethereal and unexpendable. Canada, recognizing the tax factor on 
these book profits, has made provision in 1942 for the allowance of 
inventory reserves as a deduction from profits subject to excess 
profits taxes. It is hoped that the United States will follow shortly 
in recognizing market gains as not subject to tax. 
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TECHNICAL PROGRAM 


2? oa International Cost 
Conference 


Palmer House, Chicago 


June 25, 26, 27, and 28, 1944 


Monday, June 26—Termination of War Contracts 


General Terminction Problems 
R. C. Downie, Pittsburgh Ordnance District. 
The Cost Basis for Settlements 
George D. Bailey, Partner, Ernst & Ernst, Detroit, Mich. 
Termination Organization and Procedures 
C. R. Fay, Termination Accountant, Westinghouse Electric & Manu- 
facturing Co., Pittsburgh, Pa. 
Panel Discussion—Termination of War Contracts 
Speakers for the day and additional participants. 


Tuesday, June 27—Cost Accounting in Tomorrow's 
Competitive Market 


Cost Requirements of a Competitive Economy : 
Howard C. Greer, Vice President & General Manager, Kingan & 
Co., Indianapolis, Ind. 
Cost Control to Make Profits—Over-All Planning and Control 
Robert Wallis, Assistant Treasurer, Dennison Manufacturing Co., 
Framingham, Mass. 
Cost Control to Make Profits—Shop Cost Control 
David B. Caminez, Assistant Controller, Hyatt Roller Bearings 
Division, General Motors Corp., Harrison, N. J. 
—s Seat Accounting in Tomorrow's Competitive 
arket ; 
Speakers for the day and additional participants. 


Wednesday, June 28—Post-War Property Accounting 


Unscrambling Property Accounting After the War 
Robert J. Landolt, Controller, The Girdler Corp. and Tube Turns, 
Louisville, Ky. 
Panel Discussion—Post-War Property Accounting 
Mr. Landolt and additional participants. 














